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Abstract

This study aims to examine the relationship between public debt and economic
growth, and to test the threshold effect on whether a significant non-Llinear relationship
exists. Identifying this threshold will help to understand how public debt levels below and
above the turning point differentially affect economic growth in terms of direction and
magnitude. Utilizing panel data from ASEAN member countries spanning from 1996 to 2024,
the study employs the Panel Threshold Regression method for econometric estimation.

The empirical results reveal that the relationship between public debt and economic
growth is non-linear. However, the threshold effect exhibits high sensitivity to sample
selection. In the growth specification model, no threshold effect is detected when analyzing
the full samples of 8 or 7 countries, due to the high structural heterogeneity across nations
and stages of development. Conversely, when narrowing the sample to five emerging market
economies with comparable structural and developmental characteristics (the ASEAN-5;
Indonesia, Malaysia, the Philippines, Thailand, and Vietnam), there is a statistical significance
threshold effect. The threshold stands at approximately 32.46% of GDP, which is lower than
the reported in literature. A data distribution check further confirms that this threshold falls
between the 25th and 50th percentiles, where observations are densely concentrated,
thereby reinforcing the statistical reliability of the two-regime classification. The findings of
this study suggest that developing countries may possess a lower capacity to sustain public
debt than developed economies. Moreover, the positive contribution of capital accumulation
to economic growth, coupled with the adverse effect of inflation, implies that public
borrowing should be allocated primarily to productive capital investment rather than
consumption expenditure. Accordingly, public debt management in ASEAN economies
should ensure that debt financing supports productive investment while avoiding borrowing
practices that generate inflationary pressures.

To ensure the validity of the findings, a robustness check was conducted by altering
the dependent variable to GDP per capita (output level). This alternative specification shows
distinctly different results, when utilizing the full 8-country sample, the output level model
exhibits a highly significant threshold effect. This outcome is heavily driven by the unique
economic and institutional framework of Singapore. From an economic perspective, this

finding demonstrates that a high public debt ratio exceeding 100% of GDP does not



inevitably trigger an economic crisis, provided that the debt is managed efficiently and
qualitatively, specifically as non-interest-bearing liability or backed by sovereign assets.

In conclusion, these findings strongly support the economic consensus that there is
no universal, "one-size-fits-all" public debt threshold applicable to all countries. Fiscal policy
formulation and debt sustainability assessments must critically account for country-specific
structural contexts, debt management capabilities, and the inherent sensitivity of empirical

estimations to sample selection and model specifications.
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